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GENERAL INFORMATION (continued) 


LEGAL FORM 

Category B Municipality which operates in accordance with Chapter 7 of the Constitution of South Africa. 


GRADING 
Grade 8 


JURISDICTION 

Greater Kouga area which includes: 
Jeffreys Bay, Loerie, Thornhill 
Humansdorp 

St Francis Bay, Cape St Francis, Oyster Bay 
Hankey 
Patensie 
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APPROVAL OF FINANCIAL STATEMENTS 


I am responsible for the preparation of these annual financial statements, which are set out on pages 1 to 
109 in terms of Section 126(1) of the Municipal Finance Management Act and which I have signed on 
behalf of the Municipality. 


I certify that the remuneration of Councillors and in-kind benefits are within the upper limits of the 
framework envisaged in Section 219 of the Constitution, read with the Remuneration of Public Officer 
Bearers Act and the Minister of Provincial and Local Government's determination in accordance with this 
Act. 



towiT m 

Date 
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[ These Financial Statements have not been audited ] 



KOUGA LOCAL MUNICIPALITY 
CONSOLHJATED ANNUAL FINANCIAL STATEMENTS 
for the year ^ded 30 Jane 2010 

REPORT OF THE CHIEF FINANCIAL OFFICER 


1. INTRODUCTION 


It gives me great pleasure to present the annual financial statements of Kouga Local Municipality for the fiscal year 2009/10. 

In rendenng a corporate financial management service to all departments, the Finance Department's primary objective is to assist 
the Municipal Manager and senior management to manage their budgets and ensure the effective application of financial resources 
m rendering services to the community. 


These annual financial statements are a presentation of the accounting activities of the Kouga Local Municipality for the financial 
year as indicated. 


2. KEY FINANCUL INDICATORS 

TTie following indicators are self-explanatory. The percentages of expenditure categories are well within acceptable norms and 
indicate good governance of the funds of the municipality. The increase in the percentage in respect of repairs and maintenance 
is because of the provision created for the rehabilitation of land-fill sites. 


Financial Statement Ratios: 


INDICATOR 

Kouga Local Municipality 
2010 2009 

Surplus / (Deficit) before Appropriations 

(11 837 649 

47 409311 

Surplus / (Deficit) at the end of the Year 

201 971 288 

213 808 937 

Expenditure Categories as a percentage of Total Expenses: 



Employee Related Costs 

40.05% 

37.50% 

Remuneration of Councillors 

1.39% 

1.79% 

Bad Debts 

7.84% 

2.94% 

Collection costs 

0.00% 

0.03% 

Contracted services 

0.05% 

0.20% 

Depreciation and amortization 

0.00% 

0.00% 

Impairment losses - Property, Plant and Equipment 

0.01% 

0.06% 

Repairs and Maintenance 

6.14% 

7.00% 

Interest Paid 

3.40% 

5.29% 

Bulk Purchases 

22.73% 

21.21% 

Grants and Subsidies Paid 

3.12% 

4.75% 

General Expenses 

15.27% 

19.23% 

Current Ratio: 



Creditors Days 

92 

71 

Debtors Days 

96 

64 
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3. OPERATING RESULTS 


Details of the operating results per segmental classification of expenditure are included in Appendix "D", whilst operational results 
together with an explanation of variances of more than 10% from budget, are included in Appendix 

t (1) . 


The overall operating results for the year ended 30 June 2010 are as follows: 


DETAILS 

Actual 

2009/2010 

R 

Actual 

2008/2009 

R 

Percentage 

Variance 

% 

Budgeted 

2009/2010 

R 

Variance actual/ 
budgeted 

% 

Income: 






Opening surplus 

Operating income for the year 

213 808 937 

372 888 457 

166 399 626 

359 716 657 

28.49% 

3.66% 

328 242 840 

9.59% 


586 697 394 

526116 284 

n.51% 

328 242 840 


Expenditure: 

Operating expenditure for the year 
Sundry transfers 

Closing surplus 

384 726 106 

201 971 288 

312 307 347 

0 

213 808 937 

23.19% 

-100.00% 

-5.54% 

322 316 183 

5 926 657 

-3.11% 


586 697 394 

526 116 284 

11.51% 

328 242 840 









Under normal circumstances the above figures would be broken down into the various classified segments of General, Economic 
^d Trading Services. However, because the provision created for retirement liabilities has not yet been split across those sectors 
fully, any segmental reporting would have to be estimated in terms of expenditure. This is an issue that needs to be addressed in 
the forthcoming financial year by the actuaries. 


4. FINANCING OF CAPITAL EXPENDITURE 


The expenditure on Property, Plant and Equipment during the year amounted to R 57,634,822 (2008/09: R 105,447,842), and in 
percentage terms amounts to 100% of budget. Full details of Property, Plant and Equipment are disclosed in note number 12 and 
appendices "B, C and E (2)" to the Annual Financial Statements. 
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5. RECONCILIATION OF BUDGET TO ACTUAL 


5.1 Operating Budget: 


DETAILS 


Variance per Category: 

Budgeted surplus before appropriations 


Actual surplus before appropriations 


2010 


5 926 657 


Revenue variances 

44 645 617 

34 960 907 

Expenditure variances: 



Employee Related Costs 

(21 794 791) 

(7 571 460) 

Remuneration of Councillors 

1 134 756 

(I 375 548) 

Bad Debts 

(30 174 980) 

(2 336 759) 

Collection costs 


(44 631) 

Contracted services 


(43 769) 

Depreciation and amortization 

- 

12 285 730 

Impairment losses - Property, Plant and Equipment 

(27 223) 

(178 396) 

Repairs and Maintenance 

5 610 564 

959 711 

Interest Paid 

(4 930 284) 

(4 405 429) 

Bulk Purchases 

(6 600 735) 

878 446 

Grants and Subsidies Paid 

(5 314 393) 

(755 307) 

General Expenses 

(279 616) 

(7 459 433) 

Budgeted Expenditure on non-GRAP compliant items 

- 

22 495 250 


2009 


(11 837 649) 47 409 312 


Details of the operating results per segmental classification of expenditure are included in Appendix "D", whilst operational results 
per categoiy of expenditure, together with an explanation of variances of more than 10% from budget, are included in Appendix 


5.2 Capital Budget: 



Actual 

2009/2010 

R 

Budgeted 

2009/2010 

R 

Variance actual/ 

budgeted 

R 

Executive and Council 

29 941 

240 000 

210 059 

Finance and Administration 

16 793 213 

5 317 000 

(11 476 213) 

Planning and Development 

18 640 259 

9 738 000 

(8 902 259) 

Health 

308 332 

350 000 

41 668 

Community and Social Services 

6 345 

5 510 000 

5 503 655 

Housing 

(21 891) 

300 000 

321 891 

Public Safety 

- 

1 370 000 

1 370 000 

Sport and Recreation 

20 767 

2 970 000 

2 949 233 

Waste Management 

- 

16 624 000 

16 624 000 

Waste Water Management 

8 496 081 

16 200 000 

7 703 919 

Water 

2 253 822 

3 800 000 

1 546 178 

Electricity 

9 054 488 

5 750 000 

(3 304 488) 

Other 

. 

- 

- 


55 581 357 

68 169 000 

12 587 643 


Details of the results per segmental classification of capital expenditure are included in Appendix "C", together with an 
explanation of variances of more than 5% from budget, are included in Appendix "E (2)". 
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6 . LONG-TERM LUBILITIES 


The outstanding amount of Long-term Liabilities as at 30 June 2010 was R 89,509,713 (30 June 2009: R 72,166,350). 

New loans to the amount of R 20 million were taken up during the financial year to enable the municipality to finance part of its 
capital requirements. 

Refer to Note number 3 and Appendix "A" for more detail. 


7. NON-CURRENT PROVISIONS 

Non-current Provisions amounted are made up as follows; 


Kouga Local Municipality 
2010 2009 

R R 


Provision for Post Retirement Benefits 

Post-Employment Health Care Benefit Liability 33 520 85 1 30 345 000 

Ex-Gratia Pension Benefit Liability 268 724 299 724 

Provision for Rehabilitation of Land-fill Sites 7 761 367 6 968 371 

Provision for Long Service Awards 4 404 672 3 322 662 

Provision for Environmental Clean-ups . 965 208 

45 955 615 41 900 965 


These provisions are made in order to enable the municipality to be in a position to fulfil its known legal obligations when they 
become due and payable. 

Refer to Note number 4 and 5 for more detail. 


8 . CURRENT LUBILITIES 


Kouga Local Municipality 

Current Liabilities are made up as follows: 2010 2009 

R R 


Consumer Deposits 

Note number 6 

7035 217 

6 314 570 

Provisions 

Note number 7 

16 359 885 

10 976 759 

Creditors 

Note number 8 

45 783 689 

31 867 061 

Unspent Conditional Grants and Receipts 

Note number 9 

30 807 709 

24 777 791 

Operating Lease Liability 

Note number 1 1 

36 197 

36 197 

Bank Overdraft 

Note number 23 

19 253 820 

4 541 637 

Current Portion of Long-term Liabilities 

Note number 3 

20 681 994 

7 396 058 


139 958 511 85 910 075 


Current Liabilities are those liabilities of the municipality due and payable in the short-term (less than 12 months). There is no 
known reason as to why the municipality will not be able to meet its obligations. 


Refer to the indicated Note numbers for more detail. 
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9. PROPERTY, PLANT AND EQUIPMENT 


The net value of Property, Plant and Equipment amounted to R 351,203,566 as at 30 June 2010 (30 June 2009: R 278,154,433). 

The municipality applied ASB directive 4 which states that the municipality need not comply with the measurement requirements 
of GRAP 17 for the years ending 30 June 2009 and 2010 but must comply with the measurement requirements for the year ending 
30 June 201 1 , It must however identify and correctly classify all PPE on an assets register during the 2009 and 2010 years. 

Refer to Note number 12 and Appendices "B, C and E (2)" for more detail. 

10. INVESTMENTS 

The municipality held non-current investments to the value of R 0 as at 30 June 2010 (30 June 2009; R 15,949,847). 

These investments are ring- fenced for purposes of the security for and repayment of Long-term Liabilities (which is repayable as at 
30 June 2011), with the result that no amounts are available for own purposes. The total amount of fixed deposits has been 
reclassified as short-term investment deposits as at 30 June 2010. 

Refer to Note number 1 5 for more detail. 


11 . LONG-TERM RECEIVABLES 

Long-term Receivables of R 537,065 at 30 June 2010 consist of staff loans. No staff loans were granted to officials of the 
municipality during the year under review. The outstanding amount relates to prior years and is still collectable. 


Refer to Note number 1 6 for more detail. 


12. CURRENT ASSETS 

Current Assets are made up as follows: Kouga Local Municipality 

2010 2009 

R R 


Inventory 

Note number 17 

5 970 315 

4 768 812 

Trade Receivables fi’om Exchange Transactions 

Note number 19 

64 546 231 

44 450 678 

Trade Receivables from Non-Exchange Transactions 

Note number 20 

7 731 830 

16 266 080 

Current Portion of Long-term Receivables 

Note number 16 

123 204 

120312 

Assets classified as Held-for-Sale 

Note number 21 

- 

- 

VAT 

Note number 10 

5 800 873 

5 772 954 

Operating lease asset 

Note number 22 

61 061 

58 719 

Cash and cash equivalents 

Note number 23 

40 964 210 

47512310 



125 197 724 

118 949 864 


The Short-term Investment Deposits are ring-fenced for the purposes of the Capital Replacement Reserve, Unspent Conditional 
Grants and the repayment of the Current Portion of Long-term Liabilities and no funds are available for own purposes. 


Refer to the indicated Note numbers for more detail. 
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13. INTER-GOVERNMENTAL GRANTS 


municipality plays an important role in the upliftment of the poor and sustaining and improving of infrastructure for all its 
citizens for which it uses grants received from government and other organisations, and has a big responsibility as custodian of 
these funds. 


Refer to Notes number 9 and 29, and Appendix "F" for more detail. 


14. EVENTS AFTER THE REPORTING DATE 


Full details of all known events after the reporting date are disclosed in Note number 53. 


15. EXPRESSION OF APPRECIATION 

I am grateful to the Executive Mayor, Executive Deputy Mayor, Members of the Executive Committee, Councillors, the Municipal 
Manager and Heads of Departments for their support extended during the financial year. 

Medium capacity municipalities should comply with all GRAP standards for the year ended 30 June 2010 along with ASB 
Directive 4 Transitional provisions for the adoption of standards of GRAP by medium and low capacity municipalities. The 
impact of complying with all GRAP standards, will not be felt solely in the Finance Department. What GRAP will herald is a sea- 
change in the business management of this Council and the departments of Council will have to take far greater responsibility for 
their corporate planning, reporting and financial administration. This requires adding different skills to departments perhaps not 
currently within their skills set and it may also require additional staff to be deployed with concomitant costs. 


The work involved compiling these financial statements has been highly complex and technical and therefore my heartfelt thanks 
goes to my own staff at all levels and in all departments, for their hard work and dedication. 



CHIEF FINANCIAL OFFICER 
31 August 2010 
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KOUGA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2010 

1. BASIS OF PREPARATION 


The annual financial statements have been prepared on an accrual basis 
accordance with historical cost convention. 


of accounting and are in 


These annual financial statements have been prepared in 
Generally Recognised Accounting Practices (GRAP) including 
issued by the Accounting Standards Board. 


accordance with the effective Standards of 
any interpretations, guidelines and directives 


1.1 Changes in accounting policy and comparability 

The accounting policies applied are consistent with those used to present the previous year's financial 
statements, unless explicitly stated. The municipality changes an accounting policy only if the change' 

IS required by a Standard of GRAP; or ar / / 


b) 


results in the financial statements providing reliable and more relevant information about the effects 
of transactions, other events or conditions, on the performance or cash flow. 


The details of any changes in accounting policies and comparative restatements are explained in 
relevant policy. 


the 


1.2 Significant judgements 


The following are the critical judgements that the management have made in the process of applying 
municipality s Accounting Policies and that have the most significant effect on the amounts recognised in 
Annual Financial Statements; 


the 

the 


1 . 2.1 Revenue recognition 

Accounting Policy 9.1 on Revenue from Exchange Transactions and Accounting Policy 9.2 on Revenue 
from Non-exchange Transactions describes the conditions under which revenue will be recorded by the 
management of the municipality. 

In making their judgement, the management considered the detailed criteria for the recognition of revenue 
as set out in GRAP 9. Revenue from Exchange Transactions and, in particular, whether the municipality, 
when goods are sold, had transferred to the buyer the significant risks and rewards of ownership of the 
goods and vi/hen services is rendered, whether the service has been rendered. The management of the 
municipality Is satisfied that recognition of the revenue in the current year Is appropriate. 

1.2.2 Financial assets and liabilities 

The classification of financial assets and liabilities is based on judgement by management. 


1.2.3 Provisions and contingent liabilities 

Managemerit judgement is required when recognising and measuring provisions and when measuring 
contingent liabilities as set out in notes 7 and 9 respectively. Provisions are discounted where the 
effect of discounting is material. 


1.3 Sources of estimation uncertainty 

The following are the key assumptions concerning the future, and other key sources of estimation uncertainty 
at the reporting date, that have a significant risk of causing a material adjustment to the carrying amounts of 
assets and liabilities within the next financial year; 

1 .3.1 Impairment of Financial Assets 

Accounting Policy 5.4 on Impairment of Financial Assets describes the process followed to determine the 
value with which financial assets should be impaired. In making the estimation of the impairment, the 
management of the municipality considered the detailed criteria of impairment of financial assets as set 
out in IAS 39; Financial Instruments - Recognition and Measurement. The management of the 
municipality is satisfied that impairment of financial assets recorded during the year is appropriate. 
Details of the impairment loss calculation are provided in Notes 16 and 33 to the Annual Financial 
Statements. 


22 



KOUGA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2010 (continued) 

1.3.2 Useful lives of Property, Plant and Equipment 

As described in Accounting Policy 6.2, the municipality depreciates its property, plant and equipment 
investment property and intangible assets over the estimated useful lives of the assets, taking into 
account the residual values of the assets at the end of their useful lives, which is determined when the 
assets are available for use. The useful life and residual values of the assets are based on industry 


1.3.3 Impairment: Write down of Inventories 

Significant estimates and judgements are made relating to the write down of Inventories to Net Realisable 
Values. 


1.3.4 Defined Benefit Plan Liabilities 

As described in Accounting Policy 15, the municipality obtains actuarial valuations of its defined benefit 
plan fiab^ities^ The defined benefit obligations of the municipality that were identified are Post-retirement 
Health Benefit Obligations and Long-service Awards. The estimated liabilities are recorded in 
accordance with the requirements of IAS 19. Details of the liabilities and the key assumptions made by 
me actuaries m estimating the liabilities are provided in Notes 4 and 5 to the Annual Financial 


1.3.5 Operating Lease Commitments - as Lessor 

The municipality has entered into commercial property leases on Its investment property portfolio. The 
municipality has determined that it retains all the significant risks and rewards of ownership of these 
properties and so accounts for them as operating leases. 


1 .4 PRESENTATION CURRENCY 

The annual financial statements are presented in South African Rand, which is the functional currency of the 
municipality, and amounts are rounded off to the nearest R1. 

1.5 GOING CONCERN ASSUMPTION 

The annual financial statements have been prepared on the assumption that the municipality is a going 
concern and will continue in operation for the foreseeable future. 

1.6 OFFSETTING 

Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or 
permitted by a Standard of GRAP. 

1.7 STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET 
EFFECTIVE 

The following GRAP standards have been issued but are not yet effective and have not been early adopted 
by the municipality: 

GRAP 18 Segment Reporting - issued March 2005 

GRAP 21 Impairment of Non-cash-generating Assets - issued March 2009 

GRAP 23 Revenue from Non-Exchange Transactions (Taxes and Transfers) - issued February 2008 

GRAP 24 Presentation of Budget Information in Financial Statements - issued November 2007 

GRAP 25 Employee Benefits - issued December 2009 

GRAP 26 Impairment of Cash-generating Assets - issued March 2009 

GRAP 103 Heritage Assets - issued July 2008 

GRAP 104 Financial Instruments - issued October 2009 

Application of all of the above GRAP standards will be effective from a date to be announced by the Minister 
of Finance, This date is not currently available. 

The ASB Directive 5 paragraph 29 allows for the Municipality to select applying the principles established in 
a Standard of GRAP that has been issued, but is not yet in effect, in developing an appropriate accounting 
policy dealing with a particular transaction or event before applying paragraph .12 of the GRAP 19 on 
Accounting Policies, Changes in Accounting Estimates and Errors. 
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KOUGA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2010 (continued) 


The Municipality applied the principles established in the following Standards of GRAP that have been 
issued, but is not yet in effect, in developing appropriate accounting policies dealing with the following 
transactions, but have not early adopted these Standards: 

Impairment of Non-cash-generating Assets (GRAP 21 - issued March 2009) 

Revenue from Non-Exchange Transactions (GRAP 23 - issued February 2008) 

Impairment of Cash-generating Assets (GRAP 26 - issued March 2009) 


The following other standards, amendments to standards and interpretations have been issued but are not 
yet effective and have not been early adopted by the municipality: 

IAS 36 Impairment of assets - amended version effective 1 January 201 0 

IAS 39 Financial Instruments: Recognition and Measurement - amended version effective 1 January 2010 

Management has considered all the above standards issued but not yet effective and anticipates that the 
adoption of these standards will not have a significant impact on the financial position, financial performance 
or cash flows of the municipality. 


2. PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held 
for use in the production or supply of goods or services, rental to others, or for administrative purposes, and 
are expected to be used during more than one year. 

2.1 Initial recognition 

The cost of an item of property, plant and equipment is recognised as an asset if, and only if it is probable 
that future economic benefits or service potential associated with the item will flow to the municipality, and if 
the cost or fair value of the item can be measured reliably. 

Property, plant and equipment are initially recognised at cost on its acquisition date or in the case of assets 
acquired by grant or donation, deemed cost, being the fair value of the asset on initial recognition. The cost 
of an item of property, plant and equipment is the purchase price and other costs attributable to bring the 
asset to the location and condition necessary for it to be capable of operating in the manner intended by the 
municipality. Trade discounts and rebates are deducted in arriving at the cost. The cost also includes the 
necessary costs of dismantling and removing the asset and restoring the site on which it is located. 

When significant components of an item of property, plant and equipment have different useful lives, they are 
accounted for as separate items (major components) of property, plant and equipment. 

Where an asset is acquired by the municipality for no or nominal consideration (i.e. a non-exchange 
transaction), the cost is deemed to be equal to the fair value of that asset on the date acquired. 

The cost of an item of property, plant and equipment acquired in exchange for a non-monetary assets or 
monetary assets, or a combination of monetary and non-monetary assets is measured at its fair value. If the 
acquired item could not be measured at its fair value, its cost was measured at the carrying amount of the 
asset given up. 

Major spare parts and servicing equipment qualify as property, plant and equipment when the municipality 
expects to use them during more than one period. Similarly, if the major spare parts and servicing 
equipment can be used only in connection with an item of property, plant and equipment, they are accounted 
for as property, plant and equipment. 

2.2 Subsequent measurement 

Subsequent expenditure relating to property, plant and equipment is capitalised if it is probable that future 
economic benefits or potential service delivery associated with the subsequent expenditure will flow to the 
entity and the cost or fair value of the subsequent expenditure can be reliably measured. Subsequent 
expenditure incurred on an asset is only capitalised when it increases the capacity or future economic 
benefits associated with the asset. Where the municipality replaces parts of an asset, it derecognises the 
part of the asset being replaced and capitalises the new component. 
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KOUGA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2010 (continued) 

Subsequent to initial recognition, items of property, plant and equipment is stated at cost (or deemed cost), 
less accumulated depreciation and accumulated impairment losses, where applicable, infrastructure assets 
are stated at the depreciated replacement cost. 


Compensation from third parties for items of property, plant and equipment that were impaired, lost or given 
up is included in surplus or deficit when the compensation becomes receivable. 

Subsequent to initial recognition, land and buildings are not revalued. 


2.2 Depreciation 

Land is not depreciated as it is regarded as having an infinite life. Depreciation on assets other than land is 
calculated on cost, using the straight line method, to allocate their cost to their residual values over the 
estimated useful lives of the assets. The depreciation method used reflects the pattern in which the asset’s 
future economic benefits or service potential are expected to be consumed by the municipality. Components 
of assets that are significant In relation to the whole asset and that have different useful lives are depreciated 
separately. The depreciation rates are initially based on the following originally estimated useful lives and 
thereafter on the estimated remaining useful lives as at year-end: 


Infrastructure 

Years 

Roads and Paving 

30 

Pedestrian Mails 

30 

Electricity 

4-80 

Water 

5-100 

Sewerage 

7-68 

Housing 

30 

Landfill sites 

30 

Community 

Improvements 

30 

Recreational Facilities 

20-30 

Security 

5 


Other 

Years 

Buildings 

30 

Specialist vehicles 

10 

Other vehicles 

5 

Office equipment 

3-7 

Furniture and fittings 

7-10 

Watercraft 

15 

Bins and containers 
Specialized plant and 

5 

Equipment 

Other plant and 

10-15 

Equipment 

2-5 


The residual value, the useful life of an asset and the depreciation method is reviewed annually and any 
changes are recognised as a change In accounting estimate. These were not reviewed in the previous and 
current financial years as required by GRAP 17. The municipality applied ASB directive 4 which states that 
the municipality need not comply with the measurement requirements of GRAP 17 for the years ending 30 
June 2009 and 2010 but must comply with the measurement requirements for the year ending 30 June 2011. 
It must however identify and correctly classify all PPE on an assets register during the 2009 and 201 0 years. 

2.3 Incomplete construction work 

Incomplete construction work is stated at historical cost. Depreciation only commences when the asset is 
available into use. 

2.4 Finance leases 

Assets capitalised under finance leases are depreciated over their expected useful lives on the same basis 
as PPE controlled by the entity or where shorter, the term of the relevant lease if there is no reasonable 
certainty that the municipality will obtain ownership by the end of the lease term. 

2.5 Heritage assets 

These are assets that are defined as culturally significant resources which are not depreciated owing to the 
uncertainty regarding their estimated useful lives. 

2.6 Infrastructure assets 

Infrastructure Assets are any assets that are part of a network of similar assets. Infrastructure assets are 
shown at cost less accumulated depreciation and accumulated impairment. Infrastructure assets are treated 
similarly to all other assets of the municipality in terms of the asset management policy. 

2.7 Derecognition 

The carrying amount of an item of property, plant and equipment is derecognised on disposal, or when no 
future economic benefits or service potential are expected from its use or disposal. The gain or loss arising 
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from derecognition of an item of property, plant and equipment is included in surplus or deficit when the item 
is derecognised. Gains are not included In revenue. 

Gains or losses are calculated as the difference between the net book value of assets (cost less 
accumulated depreciation and accumulated impairment losses) and the sales proceeds is included in the 
Statement of Financial Performance as a gain or loss on disposal of property, plant and equipment. 

2.8 Impairment of Cash and Non<Cash generating assets 

The municipality assesses at each reporting date whether there is any indication that an asset may be 
impaired. If any such Indication exists, the municipality estimates the recoverable amount of the individual 
asset. 

Where the carrying amount of an item of property, plant and equipment is greater than the estimated 
recoverable amount, it is written down immediately to its recoverable amount and an impairment loss is 
charged to the Statement of Financial Performance. 

For the previous and current year under review, the municipality did not perform impairment testing on Its 
assets as required by GRAP 17. The municipality applied ASB directive 4 which states that the municipality 
need not comply with the measurement requirements of GRAP 17 for the years ending 30 June 2009 and 
2010 but must comply with the measurement requirements for the year ending 30 June 2011. It must 
however identify and correctly classify all PPE on an assets register during the 2009 and 2010 years. 

2.9 Landfill sites 

The Municipality has an obligation to rehabilitate its landfill sites In terms of its licence stipulations. Provision 
is made for this obligation in accordance with the Municipality’s accounting policy on non-current provisions - 
see Accounting Policy 11 on Provisions. Rehabilitation costs capitalised to the cost of the landfill site, are 
written off on a straight-line basis over the estimated useful lives of the site. 

2.10 Transitional Provisions 

The estimated useful lives and the depreciation methods were not reviewed in the previous financial year as 
required by GRAP 17. The municipality applied ASB directive 4 which states that the municipality need not 
comply with the measurement requirements of GRAP 17 for the years ending 30 June 2009 and 2010 but 
must comply with the measurement requirements for the year ending 30 June 2011. The estimated useful 
lives and depreciation methods will be reviewed for the year ended 30 June 201 1 (and retrospectively where 
practicable), and any changes therein will be implemented in accordance with the requirements of GRAP 17, 
GRAP 3 and ASB Directive 4. 

The municipality did not perform impairment testing on Its cash generating assets and non-cash generating 
assets in the previous financial year. The municipality applied ASB directive 4 which states that the 
municipality need not comply with the measurement requirements of GRAP 17 for the years ending 30 June 
2009 and 2010 but must comply with the measurement requirements for the year ending 30 June 2011. The 
testing for impairment of cash generating assets and non-cash generating assets will be performed for the 
year ended 30 June 2011 In accordance with the requirements of GRAP 21, GRAP 26 and ASB Directive 4. 


3. INTANGIBLE ASSETS 
3.1 Initial recognition 

Identifiable non-monetary assets without physical substance held for use in the production or supply of 
goods or services, for rental to others, or for administrative purposes are classified and recognised as 
intangible assets. 

Internally generated intangible assets are subject to strict recognition criteria before they are capitlised. 
Research expenditure is never capitalised and are charged against income as incurred, while development 
expenditure is only capitalised to the extent that: 

♦ the municipality intends to complete the intangible asset for use or sale; 

♦ it is technically feasible to complete the intangible asset; 

♦ the municipality has the resources to complete the project; and 

♦ it is probable that the municipality will receive future economic benefits or service potential. 

Other development expenditures that do not meet these criteria are recognised as an expense as incurred. 
Development costs previously recognised as an expense are not recognised as an asset in a subsequent 
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period. Capitalised development costs are recorded as intangible assets and amortised from the point at 
which the asset is ready for use on a straight-line basis over its useful life, not exceeding five years. 

Intangible assets are carried at cost less any accumulated amortisation and accumulated impairment losses, 
where applicable. 

Intangible assets are initially recognised at cost Intangible assets acquired separately or internally generated 
are reported at cost less accumulated amortisation and accumulated impairment losses. Where an intangible 
asset is acquired at no cost or for a nominal consideration, its cost is its fair value as at the date it is 
acquired. Where an intangible asset is acquired in exchange for a non-monetary asset or monetary assets, 
or a combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value. 
If the acquired item's fair value was not determinable, it’s deemed cost is the carrying amount of the asset(s) 
given up. 

3.2 Subsequent measurement, amortisation and impairment 

Amortisation is charged on a straight-line basis over the intangible assets' useful lives, which are estimated 
to be between 3 to 5 years. Where intangible assets are deemed to have an indefinite useful life, such 
intangible assets are not amortised, for example servitudes obtained by the municipality give the municipality 
access to land for specific purposes for an uniimited period - however, such intangible assets are subject to 
an annual impairment test. 

The estimated useful life and amortisation method are reviewed annually at the end of the financial year. Any 
adjustments arising from the annual review are applied prospectively. 

The estimated useful lives and the amortisation methods were not reviewed in the current financial year as 
required by GRAP 102. The municipality also did not perform impairment testing on its intangible assets 
during the year under review. The estimated useful lives and amortisation methods will be reviewed and 
impairment testing will be done for the year ended 30 June 201 1 (and retrospectively where practicable), and 
any changes therein will be implemented in accordance with the requirements of GRAP 102, GRAP 3 and 
ASB Directive 4. 

3.3 Derecognition 

Intangible assets are derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. The gain or loss arising on the disposal or 
retirement of an intangible asset is determined as the difference between the sales proceeds and the 
carrying value and is recognised in the Statement of Financial Performance. 


4. INVESTMENT PROPERTY 

Investment property includes property (land or a building, or part of a building, or both land or buildings held 
under a finance lease) held to earn rentals and/or for capital appreciation, rather than held to meet service 
delivery objectives, the production or supply of goods or services, or the sale of an asset in the ordinary 
course of operations. 

4.1 Initial recognition 

At initial recognition, the municipality measures investment property at cost including transaction costs once 
it meets the definition of investment property. However, where an investment property was acquired through 
a non-exchange transaction (i.e. where it acquired the investment property for no or a nominal value), its cost 
is its fair value as at the date of acquisition. The cost of self-constructed investment property is the cost at 
date of completion. 

Where the classification of an investment property is based on management's judgement, the following 
criteria have been applied to distinguish investment properties from owner-occupied property or property 
held for resale: 

♦ All properties held to earn market-related rentals or for capital appreciation or both and that are not used 
for administrative purposes and that will not be sold within the next 12 months are classified as 
Investment Properties; 

♦ land held for a currently undetermined future use (If the municipality has not determined that it will use the 
land as owner-occupied property or for short-term sale in the ordinary course of business, the land is 
regarded as held for capital appreciation); 
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♦ a gliding owned and leased out under one or more operating leases (this will include the property 
portfolio rented out by the Housing Board on a commercial basis on behalf of the municipality); and 

♦ a building that is vacant but is held to be leased out under one or more operating leases. 


The following assets do not fall in the ambit of Investment Property and shall be classified as Property Plant 
and Equipment, Inventory or Non-Current Assets Held for Sale, as appropriate: 

♦ property intended for sale in the ordinary course of operations or in the process of construction or 
development for such sale; 

♦ property being constructed or developed on behalf of third parties; 

♦ owner-occupied property, including (among other things) property held for future use as owner-occupied 
property, property held for future development and subsequent use as owner-occupied property, property 
occupied by employees such as housing for personnel (whether or not the employees pay rent at market 
rates) and owner-occupied property awaiting disposal; 

♦ property that is being constructed or developed for future use as investment property; 

♦ property that is leased to another entity under a finance lease; 

♦ property held to provide a social service and which also generates cash inflows, e.g. property rented out 
below market rental to sporting bodies, schools, low income families, etc; and 

♦ property held for strategic purposes or service delivery. 

4.2 Subsequent measurement 

Investment property is measured using the cost model. Investment Property is stated at cost less 
accumulated depreciation and accumulated impairment losses. Depreciation is calculated on cost, using the 
straight-line method over the useful life of the property, which is estimated at 20 - 30 years. Components of 
assets that are significant in relation to the whole asset and that have different useful lives are depreciated 
separately. 


The gain or loss arising on the disposal of an investment property is determined as the difference between 
the sales proceeds and the carrying value and is recognised in the Statement of Financial Performance. 

4.3 Transitional provisions 

In terms of ASB Directive 4, the municipality is not required to measure investment properties for reporting 
periods beginning on or after a date within 3 years following the date of initial adoption of GRAP 16. The 
municipality elects to apply ASB Directive 4 for its investment properties and does not measure its 
investrnent properties for the above-mentioned period. However, provisional amounts for investment 
properties are disclosed in the Annual Financial Statements in accordance with ASB Directive 4. 


5. FINANCIAL INSTRUMENTS 

The municipality has various types of financial instruments and these can be broadly categorised as either 
Financial Assets or Financial Liabilities. 

5.1 Financial Assets - classification 

A financial asset is any asset that is a cash or contractual right to receive cash. The municipality has the 
following types of financial assets as reflected on the face of the Statement of Financial Position or in the 
notes thereto: 

• Investments in Fixed Deposits (Banking Institutions, etc) 

• Long-term Receivables 

• Consumer Debtors 

• Certain Other Debtors 

• Short-term Investment Deposits 

• Bank Balances and Cash 


In accordance with IAS 39.09 the Financial Assets of the municipality are classified as follows into the four 
categories allowed by this standard: 


Financial instrument 

Classification 

Short-term Investment Deposits - Call 

Loans and Receivables 

Short-term Investment Deposits - Notice 

Loans and Receivables 

Bank Balances and Cash 

Loans and Receivables 
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Long-term Receivables 

Loans and Receivables 

Other Debtors 

Loans and Receivables 

Investments in Fixed Deposits 

Held to maturity investments 


Cash includes cash on hand (Including petty cash) and cash with banks (including call deposits). Cash 
equivalents are short-term highly liquid investments, readily convertible into known amounts of cash, that are 
held with registered banking institutions with maturities of three months or less and are subject to an 
insignificant risk of change in value. For the purposes of the cash flow statement, cash and cash equivalents 
comprise cash on hand, deposits held on call with banks, net of bank overdrafts. The municipality 
categorises cash and cash equivalents as financial assets: loans and receivables. 

The classification is dependent on the purpose for which the financial asset is acquired and is as follows; 

Financial assets at fair value through profit or loss 

Financial assets at fair value through profit or loss are financial assets that meet either of the following 
conditions: 

• they are classified as held for trading: or 

• upon initial recognition they are designated as at fair value through the statement of financial 
performance. 

Available-for-saie Financial Assets 

• Available-for-sale financial assets are non-derivative financial assets that are designated as available- 
for-sale or are not classified as Financial assets at fair value through the statement of financial 
performance, Loans and Receivables, or Held to maturity investments. 

Loans and Receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not 
quoted in an active market. They are included In current assets, except for maturities greater than 12 
months, which are classified as non-current assets. 

Held-to-maturity Investments 

Held-to-maturity investments are non-derivative financial assets with fixed or determinable dates of maturity 
which the municipality intend and are able to keep to maturity. 


5.2 Financial Liabilities - classification 

A financial liability is a contractual obligation to deliver cash or another financial asset to another entity. The 
municipality has the following types of financial liabilities as reflected on the face of the Statement of 
Financial Position or in the notes thereto; 

• Long-term Liabilities 

• Creditors 

• Bank Overdraft 

• Short-term loans 

• Current Portion of Long-term 

• Liabilities 

• Consumer Deposits 

There are two main categories of Financial Liabilities, the classification determining how they are measured. 
Financial liabilities may be measured at; 

• Fair value through profit or loss; or 

• Other financial liabilities at amortised cost 

Financial liabilities that are measured at fair value through profit or loss are financial liabilities that are 
essentially held for trading (i.e. purchased with the intention to sell or repurchase in the short term; 
derivatives other than hedging instruments or are part of a portfolio of financial instruments where there is 
recent actual evidence of short-term profiteering or are derivatives). Financial liabilities that are measured at 
fair value through profit or loss are stated at fair value, with any resulted gain or loss recognised in the 
Statement of Financial Performance, 
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